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THE  SURPLUS  AND  THE  PUBLIC  DEBT. 


.A^IDIDI^ESS 

OF  THE 

Hon.  JOHN  JAY  KNOX  OF  NEW  YORK, 

BEFORE  THE 

AMERICAN  BANKERS’  ASSOCIATION,  AT  PITTSBURGH, 
On.  tli.e  12 tlx  o±  OctolDear,  1887, 


Mr.  President  and  Gentlemen  of  the  Convention  : 

Truth  is  stranger  than  fiction ; and  there  is  no  better  illustration  of  the  force  of 
this  saying  than  the  history  of  the  growth  of  the  public  debt  of  a great  nation  like- 
England,  or  that  of  France  or  the  United  States.  The  historian  Macaulay  gives  a 
graphic  description  of  the  growth  of  the  English  debt,  which  dates  its  beginning 
in  the  year  1692,  and  continued  to  increase  for  123  years,  until  it  reached  the 
maximum  of  800  millions  pounds  sterling,  or  about  4,000  millions  of  dollars  in  the 
year  1815,  just  after  the  wars  of  the  French  Revolution.  From  time  to  time  it  has 
been  slightly  reduced,  but  again  increased,  so  that  it  is  but  44  million  pounds, 
less  than  when  it  attained  its  greatest  proportions. 

English  Debt. 

Macaulay  says;  “ The  year  1692  had  bequeathed  a large  deficit  to  the  year  1693'; 
and  it  seemed  probable  that  the  charge  for  1693  would  exceed  that  of  1692  by  about, 
£i)00,000.  * * * Taxation,  both  direct  and  indirect,  had  been  carried  to  an  unpre- 
cedented point,  yet  the  income  of  the  state  still  fell  short  of  the  outlay  by  about  a 
million.  It  was  necessary  to  devise  something.  Something  was  devised,  some- 
thing of  which  the  effects  are  felt  to  this  day  in  every  of  part  of  the  globe.  * * * 
At  the  board  of  the  Treasury  satGodolphin,  the  most  prudent  and  experienced,  and 
Montague,  the  most  daring  and  inventive,  of  financiers.  Neither  of  these  eminent 
men  could  be  ignorant  that  it  had  long  been  the  practice  of  the  neighboring  states 
to  spread  over  years  of  peace  the  excessive  taxation  which  was  made  necessary  by 
one  year  of  war.  In  Italy  this  practice  had  existed  through  many  generations. 
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Fran  bad,  in  the  war  which  began  in  1672  and  ended  in  1679,  borrowed  not  less 
than  thirty  millions  of  our  money.  Tlie  single  province  of  Holland  owed  about 
five  I ullions  sterling,  for  which  interest  at  four  per  cent,  was  always  ready  to  the 
day,  ind  when  any  part  of  the  principle  was  paid  off  the  public  creditor  received 

liis  n oney  with  tears,  well  knowing  that  he  could  find  no  other  investment  equally 

* ***** 
secui  e.  * 

OlUGIN  AND  GkOM'TH. 

On  the  15th  of  December,  1692,  the  House  of  Commons  resolved  itself  into  a 
Com  nittee  of  Ways  and  Means.  Somers  took  the  chair;  Montague  proposed  to 
raise  a million  by  way  of  a loan;  the  proposition  was  approved;  and  it  was  ordered 
that  a bill  should  be  brought  in.  * * * The  principle  seemed  to  have  been 
popr  lar  with  all  j^ai'ties.  * * * No  member  ventured  to  divide  the  House.  On 
the  i wentieth  of  January  the  bill  was  read  a third  time,  carried  up  to  the  Lords 
by  S )mers,  and  passed  by  them  without  any  amendment.  * * * The  rate  of  in- 
teres  * was  to  be  10  per  cent,  till  the  year  1700,  and  after  that  year  seven  per  cent. 
* * * Such  was  the  origin  of  that  debt,  which  has  since  become  the  greatest 
prod  gy  that  ever  perplexed  the  sagacity  and  confounded  the  i^ride  of  statesmen 
and  )hilosophers.  At  every  stage  in  the  growth  of  that  debt  the  nation  has  set 
up  tl  e same  cry  of  anguish  and  desj>air.  At  every  stage  in  the  growth  of  that  debt 
it  ha  5 been  seriously  asserted  by  wise  men  that  bankruptcy  and  ruin  were  at  hand. 
Yet  * till  the  debt  went  on  growing;  and  still  bankruptcy  and  ruin  were  as  remote 
as  e^  er.  When  the  great  contest  with  Louis  XIV.  was  finally  terminated  by  the 
peac  s of  Utrecht  the  nation  owed  about  fifty  millions;  and  that  debt  was  considered, 
not  ] lerely  by  the  rude  multitude,  not  merely  by  fox-hunting  squires  and  coftee- 
hous  3 orators,  but  bv  acute  and  profound  thinkers,  as  an  incumbrance  which  w ould 
pern  anently  cripple  the  body  politic.  Nevertheless  trade  flourished;  uealth  in- 
crea*  ed;  the  nation  became  richer  and  richer.  Then  came  the  w'ar  of  the  Austrian 
succ  ission,  and  the  debt  rose  to  eighty  millions.  Pamphleteers,  historians  and 
orat<  rs  pronounced  that  now,  at  all  events,  our  case  was  desperate.  Yet  all  the 
sign  . were  those  of  increasing  prosperity.  Soon  war  again  broke  forth, and  under 
the  € nergetic  and  prodigal  administration  of  the  first  William  Pitt,  the  debt  ra^Didly 
swel  ed  to  a hundred  and  forty  millions  * * * Men  of  theory  and  men  of  business 
almc  st  unanimously  pronounced  that  the  fatal  day  had  now  really  an'ived.  The 
onlv  statesman  who  did  not  share  in  the  general  delusion  was  Edmund  Burke. 
Dav;  i Hume  declared  that  our  madness  exceeded  the  madness  of  the  Crusaders. 
It  ■was  impossible  to  prove  by  figures  that  the  road  to  Paradise  did  not  lie 
thro  igh  the  Holy  Land;  but  it  was  possible  to  prove  by  figures  that  the  road  to 
natii  nal  ruin  was  through  the  national  debt.  It  was  idle,  however,  now  to  talk  of 
the  ] oad;  we  had  done  with  the  road;  we  had  reached  the  goal;  all  was  over. 
Bett  3r  for  us  to  have  been  conquered  by  Prussia  or  Austria  than  to  be  saddled  with 
the  ; nterest  of  one  hundred  and  forty  millions.  And  yet  this  great  philosopher 
for  f uch  he  was-had  only  to  open  his  eyes  and  to  see  improvements  all  around 
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Lim~cities  increasing,  cultivation  extending,  marts  too  small  for  the  crowds  of 
buyers  and  sellers,  harbors  insufficient  to  contain  the  shipping,  artificial  rivers 
joining  the  chief  inland  seats  of  industry  to  the  chief  seai^orts,  streets  better  lighted, 
houses  better  furnished,  richer  wares  exposed  to  sale  in  statelier  shops,  swifter 
carriages  rolling  along  smoother  roads.  ******** 

Increase  During  the  American  anb  French  Revolutions. 

“Adam  Smith  saw  a little,  and  but  a little  further.  * * * George  Grenville, 
a minister  eminently  diligent  and  practical  * * conceived  that  the  nation  must 
sink  under  a debt  of  one  hundred  and  forty  millions  unless  a portion  of  the  load 
were  borne  by  the  American  Colonies.  The  attempt  to  lay  a portion  of  the  load  on 
the.  American  Colonies  produced  another  war.  That  war  left  us  with  an  additional 
hundred  millions  of  debt,  and  without  the  colonies  whose  help  had  been  repre- 
sented as  indispensable.  Again  England  was  given  over;  and  again  the  strange 
patient  persisted  in  becoming  stronger  and  more  blooming  in  spite  of  the  diagnos- 
tics and  i^rognostics  of  state  physicians.  As  she  had  been  visibly  more  prosperous 
with  a debt  of  one  hundred  and  forty  millions  than  with  a debt  of  fifty  millions, 
so  she  was  visibly  more  prosperous  with  a debt  of  two  hundred  and  forty 
millions,  than  with  a debt  of  one  hundred  and  forty  millions.  Soon,  however, 
the  wars  which  sprang  from  the  French  Revolution,  and  which  far  exceed  in  cost 
any  that  the  world  had  ever  seen,  tasked  the  powers  of  public  credit  to  the  utmost. 
V hen  the  world  was  again  at  rest  the  funded  debt  of  England  amounted  to  eight 
hundred  millions.  ***** 

“ It  was,  in  truth,  a gigantic,  a fabulous  debt;  and  we  can  hardly  wonder  that  the 
cry  of  despair  should  have  been  louder  than  ever.  But  again  that  cry  was  found  to 
have  been  as  unreasonable  as  ever.  Like  Addison’s  valetudinarian,  who  continued 
to  whimper  that  he  was  dying  of  consumption,  till  he  became  so  fat  that  he  was 
shamed  into  silence,  England  went  on  comi>laining  that  she  was  sunk  in  poverty 
till  her  wealth  showed  itself  by  tokens,  which  made  her  complaints  ridiculous. 
The  beggared,  the  bankrupt  society  not  only  proved  able  to  meet  all  its  obligations, 
but,  while  meeting  these  obligations,  grew  richer  and  richer  so  fast  that  the  growth 
could  almost  be  discerned  by  the  eye.  In  every  county  we  saw  wastes  recently 
turned  into  gardens;  in  every  city,  we  saw  new  streets,  and  squares  and  markets, 
more  brilliant  lamps,  more  abundant  sui^plies  of  water;  in  the  suburbs  of  every 
great  seat  of  industry,  we  saw  villas  multiplying  fast,  each  embosomed  in  its  gay 
little  paradise  of  lilacs  and  roses.  While  shallow  politicians  were  rej^eating  that 
the  energies  of  the  people  were  weighed  down  by  the  weight  of  the  public  burdens, 
the  first  journey  was  performed  by  steam  on  a railway.  Soon  the  island  was  in- 
tersected by  railways.  A sum  exceeding  the  whole  amount  of  the  debt  at  the  end 
of  the  American  war  was  in  a few  years  voluntarily  expended  by  the  ruined  people 
on  viaducts,  tunnels,  embankments,  bridges,  stations  and  engines.  Meanwhile 
taxation  was  almost  constantly  becoming  lighter  and  lighter;  yet  still,  the  exchequer 
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was  J 111],  It  may  be  now  affirmed  without  fear  of  contradiction  that  we  find  it  as 
easy  o pay  the  interest  of  eight  hundred  millions,  as  our  ancestors  found  it  a century 
ago  to  pay  the  interest  of  eight  millions,  ******* 
Those  who  so  confidently  predicted  that  England  must  sink,  first,  under  a 
debt  of  fifty  millions,  then  under  a debt  of  eighty  millions,  then  under  a debt  of  a 
hunt  red  and  forty  millions,  then  under  a debt  of  two  hundred  and  forty  millions, 
and  astly  under  a debt  of  eight  hundred  millions,  were  beyond  all  doubt  under  a 
tw'o-:  old  mistake.  * * They  erroneously  imagined  that  there  was  an  exact  analogy 
betw  3en  the  case  of  an  individual  who  is  in  debt  to  another  individual,  and  the 
case  )f  a society  which  is  in  debt  to  a part  of  itself;  and  this  analogy  led  them  into 
eiidh  ss  mistakes  about  the  effect  of  the  system  of  funding.  They  were  under  an 
erroi  not  less  serious  touching  the  resources  of  the  country.  They  made  no  allow- 
ance for  the  effect  produced  by  the  incessant  effort  of  every  experimental  science, 
and  ' »y  the  incessant  effort  of  every  man  to  get  on  in  life.  They  saw  that  the  debt 
grew  and  they  forgot  that  other  things  grew  as  well  as  the  debt.”* 

The  Debt  of  the  Uniteb  Statios. 

T le  debt  of  the  United  States  affords  a still  better  illustration  of  this  saying, 
for  u ntil  the  late  civil  w'ar,  the  public  debt  was  but  a trifle  when  compared  with  the 
resoi  rces  of  the  country  which,  to  a large  degree,  were  undeveloi>ed.  In 
the  ( ourse  of  about  four  years  the  great  debt  of  the  civil  w^ar  w'as  accumulated 
and  ; mmediately  thereafter  the  work  of  its  reduction  commenced,  and  in  the  course 
of  a )out  twenty  years  it  was  decreased  considerably  more  than  one-half.  In 
strik  ng  contrast  to  the  history  of  the  English  debt,  the  most  important  financial 
ques  ion  now  under  discussion  by  the  American  people  and  the  one  of  greatest 
interest,  is  not  how  the  revenue  can  be  realized  for  the  reduction  of  the  debt;  but 
how  the  holders  of  the  debt  may  be  induced  to  surrender  for  payment  the  bonded 
inde  )tedness  of  the  nation  payable  four  and  a half  years  hence  at  a premium  of 
8.40  per  cent.,  or  the  other  and  larger  indebtedness  of  the  four  per  cents,  payable 
in  ni  neteen  and  a half  years  at  a round  premium  of  twenty-five  per  cent. 

I ut  a few'  davs  since  the  highest  officials  of  the  General  and  of  the  State 
Gov-  ;rnments  assembled  at  your  neighboring  City  of  Philadelphia  to  celebrate  the  > 
Ceni  ennial  Anniversary  of  the  framing  and  the  promulgation  of  the  Constitution, 
i whh  h,  how'ever,  was  not  formally  adopted  until  the  year  1789.  During  this,  less 

' than  a century,  which  may  be  said  to  be  but  a year  in  the  life  of  a nation,  many 

1 1 imp  u'tant  financial  events  have  been  recorded. 

1 1 

’ Important  Events  in  the  History  of  the  Debt. 

' I i lexander  Hamilton  was  appointed  Secretary  of  the  Treasury  in  1790,  and  his 

plan,  the  first  in  the  history  of  the  country,  for  the  payment  of  the  debt  of  the 
' Kev  dution,  w as  almost  immediately  presented  to  Congi*ess.  The  question  of  the 

Gov  u’nment  of  the  United  States,  assuming  the  debts  of  the  different  States  for 


* Macaulay's  History  of  England,  Vol.  4,  pp.  255-60-2. 


t eir  fall  value,  encountered  serious  opposition,  and  was  discussed  throughout 
the  countrv'  under  an  excitement  fully  equal  to  that  caused  by  the  discussion  of 
the  greenback  issue  during  our  time;  and  the  first  great  measure  of  Alexander 
Hamilton  was  only  finally  carried  by  the  aid  of  Jefferson,  and  the  change  of  vote  of 
two  southern  members,  who  were  induced  to  make  the  change  upon  the  promise 
of  the  subsequent  passage  of  the  measure  providing  for  the  location  of  the  Capital 
upon  the  l)anks  of  the  Potomac,  where  it  now  stands.*  Among  the  most  notable 
financial  events  during  the  first  century  of  our  existence,  are: 

The  purchase  by  Jefferson  against  his  constitutional  scruples,  of  Louisiana, 
from  the  First  Napoleon,  under  the  treaty  of  1803,  by  which  the  United  States 
acquii-ed  the  control  of  the  Mississippi  River,  and  of  that  immense  tract  of  country 

reaching  from  the  Mississippi  to  the  Pacific,  out  of  which  so  many  great  States  and 
Territories  have  been  developed. 

The  sinking  fund  first  established  in  1802. 

The  loans  of  the  war  of  1812  that  increased  the  debt  from  45  millions,  to  which 

it  had  been  reduced  at  the  beginning  of  that  year,  to  over  127  millions  in  1816. 

This  was  the  time  when  our  national  credit  was  at  the  lowest;  it  being  estimated 

that  80  millions  bonds  placed  on  the  market  only  realized  34  millions  to  the 
Treasury, 

The  purchase  of  Florida  under  the  treaty  of  1819,  by  which  was  set  at  rest  the 
Spanish  claim  to  that  land  of  “ sand  heaps,  mosquitoes,  frogs,  serpents  and  alli- 
gators,” as  it  was  then  through  misapprehension  of  its  beauties  styled  by  the  op- 
ponents of  the  treaty. 

The  extinction  in  1836  of  the  entire  public  debt,  including  the  charges  of  the 
wars  of  the  Revolution  and  of  1812,  was  followed  by  the  distribution  or  more 
properly  deposit  with  the  States  of  the  surplus  that  by  1837  had  accumulated  in 
the  Treasury;  an  event  in  the  history  of  the  United  States  looked  upon  by  some 
as  affording  a precedent  for  disposing  of  our  present  surplus. 

The  borrowings  of  the  Government  rendered  necessary,  in  time  of  peace  by  the 

financial  crises  of  1837  and  1857,  the  earlier  of  these  crises  being  closely  connected 
wuth  the  distribution  of  the  surplus. 

The  war  with  Mexico  in  1847  and  ’48,  and  the  additional  debt  which  it  entailed 
are  still  fresh  in  the  recollection  of  the  majority  of  the  Convention.  Either  of 
these  events  would  in  itself  constitute  an  interesting  topic  for  an  occasion  like  this. 

Last  and  most  important  are  the  financial  operations  of  the  civil  war  beginning 
in  1861,  during  which  period  of  four  years  the  United  States  succeeded  in  incur- 
ring a debt  that  in  magnitude  rivalled  the  debts  which  England  and  France  had 
taken  centuries  to  accumulate. 

Loans  Just  Previous  to  the  Cnun  War. 

Just  previous  to  the  civil  war  in  1860  a loan  of  21  million  5 per  cent,  bonds 
was  authorized.  Such  bonds  at  that  time  were  selling  in  the  market  at  3 per  cent. 

* McMaster’s  “ History  of  the  People  of  the  United  States."  Vol.  1.  p.  582.  New  York.  1833. 
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pre:  aium,  and  tlie  whole  amount  offered  was  subscribed  for  at  par,  or  a small 
pre  nium,  but  on  account  of  the  political  complications  which  were  impending 
just  previous  to  the  war,  some  of  the  subscribers  failed  to  make  good  their  sub- 
scriitions.  Upon  the  recommendation  of  the  Secretary,  Congress  authorized 
insi  3ad  of  bonds  the  issue  of  10  millions  of  treasury  notes  at  6 per  cent,  interest, 
or  ! ,t  the'lowest  rates  possible.  This  amount  of  one-year  notes  was  issued,  about 
one  half  of  which  were  subscribed  for  at  10  per  cent,  interest,  and  the  remainder  at 
11 1 er  cent.  Additional  offers  rangings  from  15  per  cent,  to  36  per  cent,  were 
dee  ined.  Only  about  7 millions  of  this  subscription  at  these  high  rates  was  taken 
by  he  subscribers,  and  the  credit  of  the  Government  had  become  so  low  that 
Sec  -etary  John  A.  Dix  proposed  in  effect  that  the  States  with  w'hom  the  surplus 
moi  eys  had  been  deposited  in  1837  should  guarantee  the  notes  and  bonds  of  the 
Go--  ernment.  Not  long  thereafter  18  million  of  6 per  cent,  twenty-year  bonds  were 
soh  at  a discount  of  about  17  per  cent.  When  Mr.  Chase  became  Secretary  on 
Ma:  ch  7, 1861,  the  bonds  of  the  Government  were  selling  in  the  market  at  83,  when 
moi  ,ev  was  worth  at  call  in  New  York  from  4 per  cent,  to  5 per  cent.  At  the  same 
tim  J tli6  intorest  beaving  Treasury  notes  were  sold  at  par,  because  they  could, 
bv  he  terms  under  which  thevwere  issued,  be  used  at  the  Custom  House  in  pay- 
mei  it  of  duties,  exactly  as  the  silver  certificates  are  now  used. 

The  Outbreak  of  the  Civil  War. 

jivil  war  was  inaugurated  by  the  attack  on  Fort  Sumter,  on  April  12th,  about 
one  month  after  Secretary  Chase  ha<l  entered  upon  his  duties. 

‘ The  fort  surrendered  on  April  14th,  and  on  the  following  day  President  Lincoln 
issv  ed  a call  for  seventy-five  thousand  soldiers.  The  Southern  States  were  declared 
bio  ikaled.  Seven  of  these  States  had,  by  ordinances,  publicly  declared  their  se- 
cesj  ion  from  the  Union,  and  their  defiance  of  the  National  authority,  and  aconven- 
tioi  at  Montgomery,  Alabama,  had  organized  a new  government,  under  the  name 
of  The  Confederate  States  of  America.’  Massachusetts  soldiers,  on  their  way  to 
Wa  iliington,  were  attacked  by  a mob  in  Baltimore.  In  the  month  of  May,  the 
confederate  capital  Avas  removed  to  Eichmond;  North  Carolina  and  Arkansas  se- 
ced  ;d,  and  the  Union  Army  crossed  the  Potomac  into  Virginia,  and  took  possession 
of  1 lexandria  and  Arlington  Heights.  In  June,  Tennessee  passed  an  ordinance  of 
sec.  ssion,  and  General  Butler  was  defeated  at  Big  Bethcd.  The  two-year  Treasury 
not' s w'hich  had  been  recently  issued  at  par  were  at  per  cent,  discount;  and  the 
Goi  ernment,  instead  of  disposing  of  the  notes,  borrowed  five  millions  at  sixty  days 
upoi  them  as  collateral  security.  During  the  following  month  the  disastrous  re- 
sult i of  the  first  battle  of  Bull  Eun  startled  the  entire  country.  The  Union  Army, 
deft  ated,  fell  back  upon  Washington,  and  the  capital  of  the  country  was  believed 
to  I a in  danger.  Two  days  thereafter,  President  Lincoln  called  for  five  hundred 
tho'  isand  three  year  volunteers.  An  extra  session  of  Congress  had  been  called  for 
July  4,  1861,  and  on  that  day,  amid  events  like  these.  Congress  was  called  upon  to 
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, provide  the  means  for  continuing  a civil  war  which  proved  in  magnitude  to  be  un- 
equalled in  the  history  of  nations. 

Suspension  of  Specie  Payments. 

Specie  jiayments  were  suspended  on  December  28, 1861.  The  war  was  carried 
on  chiefly  by  the  use  of  Treasury  notes  as  a circulating  medium.  The  purchasing 
power  of  these  notes  rapidly  declined.  Prices  of  all  kinds  advanced  rapidly,  and 
^ ^he  prices  of  articles  most  needed  for  the  supply  of  the  army.  The 

expenditures  of  the  Government  during  the  four  years  of  the  war  were  vastly  in- 
creased beyond  the  amount  which  would  have  been  necessary  if  the  war  could  have 
been  conducted  upon  the  gold  standard,  instead  of  upon  the  fluctuating  standard  of 
the  legal  tender  paper  dollar. 

Eai^fd  Increase  of  the  Public  Debt. 

Never  was  a great  national  debt  contracted  so  rapidly.  In  1835,  the  country 
was  entirely  out  of  debt.  General  Lee  surrendered  at  Appomattox,  on  April  9, 
1865;  which  date  was  four  years,  lacking  five  days,  after  Fort  Sumter  had  surren- 
dered to  the  enemy.  On  the  first  day  of  July,  1861,  the  debt  was  ninety  millions; 
at  the  close  of  that  fiscal  year  it  had  reached  five  hundred  and  twenty-four  millions; 

^ at  the  end  of  the  succeeding  year,  it  was  considered  more  than  twice  that  amount, 

^ being  on  July  1,  1863,  ®1, 118, 772, 138.  During  the  following  year  it  increased 

/ nearly  seven  hundred  millions.  For  the  next  nine  months,  to  the  close  of  the  war, 

it  increased  at  the  rate  of  about  sixty  millions  a month.  An  immense  amount  of 
obligations  against  the  Government  were  presented,  after  the  close  of  the  war,  and 
I for  the  five  months  thereafter  the  ascertained  debt  increased  at  the  rate  of  three 

millions  a day.  The  cost  of  conducting  the  war  after  it  was  once  fully  inaugurated, 

! was  scarcely  at  any  time  less  than  thirty  millions  a month.  At  many  times  it  far 

exceeded  that  amount;  sometimes  it  was  not  less  than  ninety  millions  a month,  and 
I the  average  expenses  of  the  war,  from  the  date  of  its  inception  to  its  conclusion, 

I 

j uiay  be  said  to  have  been  not  less  two  millions  each  day.”* 

1 

Character  of  the  Loans. 

To  carry  on  this  war  large  loans  were  made  at  six  per  cent,  interest,  and  every 
t kind  of  Treasury  note  that  had  heretofore  been  known  was  authorized,  and  new 

I , notes  in  almost  every  conceivable  form  were  put  in  circulation,  among  which  were  the 
seven-thirty  notes,  one  and  two-year  notes,  compound-interest  notes,  and  fractional 
j currency.  About  four  years  after  the  war  had  commenced,  in  August,  1865,  the 

public  debt  amounted  to  2,845  million  907  thousand  fifty-four  hundred  and 
twenty-six  dollars;  and  included  in  this  huge  mountain  of  indebtedness,  there 
I were  1,540  millions  of  Treasury  notes,  either  payable  on  demand  or  bearing  interest, 

of  which  moi'e  than  1,500  millions  was  a legal  tender.  If  temporary  loans,  paya- 
ble in  30  days,  and  certificates  of  indebtedness,  payable  one  year  after  date, 

* United  States  Notes,  or  a history  of  the  various  issues  of  paper  money  by  the  Government  of  the 
United  States  — 3d  Edition.  Scribner,  New  York.  1887. 
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sbol  .ld  be  included  with  Treasury  notes,  the  whole  would  amount  to  considerably 
mor  5 than  three-fifths  of  the  2,845  millions  of  the  debt  of  the  country.  Of  this 
debi  there  were  830  millions  of  legal  tender  seven-thirty  notes,  217  millions  of 
<5om  30und-interest  6 per  cent,  legal  tender  notes,  26  millions  of  fractional  currency, 
and  433  millions  of  demand  legal  tender  notes. 

Funding  and  Kefunding  of  the  Debt. 

Under  the  administration  of  Secretary  McCulloch  chiefly,  these  large  amounts  ^ 

of  n )tes,  and  other  different  kinds  of  temporary  loans,  were  funded  into  6 per  cent, 
bon*  Is  with  such  skill  and  sagacity  as  to  command  the  admiration  of  financial  men. 

Sub  equently,  under  the  administration  of  Secretary  Sherman,*  the  large  6 per 
cent  and  5 per  cent,  loans  of  the  United  States  were  refunded  into  4 per  cent,  and 
p ;r  cent,  bonds,  and  by  his  successors  into  3l  per  cent,  and  3 per  cents.,  and 
thos  5 loans  have  since  either  been  paid  or  reduced  to  the  amount  outstanding  on 
the  j irst  of  the  i^resent  month,  about  967  millions,  showing  a reduction  of  about 
l,50n  millions  in  the  total  debt  since  1865,  and  about  1,414  millions  in  the  funded 
debt  and  a reduction  of  the  annual  interest  charge  of  111  millions. 

1 he  present  funded  debt,  properly  so  called  (and  not  including  the  Navy  Pen- 
sion fund  of  14  million  3 per  cents,  and  the  debt  due  from  the  Pacific  Railroads), 
cons  .sts  of  234  millions  of  4^8,  payable  three  and  a half  years  from  July  next,  in  ^ 

1891  and  733  millions  of  4s,  j^ayable  nineteen  years  from  July  next,  in  1907.  i 

Proposition  for  refunding  the  Fours  and  Four  and  a halfs. 

The  Comptroller  of  the  Currency  in  his  report  for  1882,  recommended  the  re- 

Yun J ing  of  these  two  loans  into  another  bearing  a lower  rate  of  interest.  He  said: 

If  the  whole  pablic  debt  were  reduced  to  a uniform  rate  of  three  per  cent.,  the  present  high  premium 
upon  mads  would  almost  entirely  disappear,  and  the  volume  of  circulation  would  respond  more  readily 
to  the  demands  of  business.  The  temptation  to  sell  such  bonds  for  the  purpose  of  realizing  the  iiremium 
woul(  no  longer  remain.  A proposition  for  refunding  all  the  bonds  not  payable  at  the  pleasure  of  the 
Oovei  ament,  into  three  per  cents.,  was  suggested  during  the  last  session  of  Congress.  The  proposition 
is  tha  inducements  be  offered  to  the  holders  of  the  four  and  four  and  one-half  per  cent,  bonds  to  surren- 
der tb  3m  to  the  Government,  receiving  in  payment  therefor  three  per  cent,  bonds  having  the  same  dates 
•of  ma  urity  as  the  bonds  which  are  to  be  surrendered.  The  new  three  per  cent,  bonds  issued  would 
themi  elves  bear  a small  premium;  and  it  is  believed  that  the  holders  of  four  per  cents  would  consent  to 
such  i n exchange  if  accompanied  by  an  offer  of  not  more  than  fifteen  i)er  cent,  premium.  The  amount 
of  the  premium  upon  this  class  of  bonds,  say  700  millions,  now  outstanding,  at  fifteen  per  cent,  would  be  ^ 

105  m Uions  of  dollars,  and  this  premium  could  bo  paid,  as  the  bonds  are  surrendered  lor  exchange,  from 

♦ n April,  1878  it  was  my  privilege  to  accompany  Secretary  Sherman  and  Attorney-General  Devens  to 
New  1 ork,  and  arrange  a meeting  between  them  and  twelve  of  the  officers  of  the  principal  banks  of  that  ‘ 

city,  f >r  the  purpose  of  negotiating  the  sale  of  50  millions  of  per  cent,  bonds,  the  avails  of  which  were  to 
be  U8<  d for  resumption  purposes.  The  money  market  was  not  favorablcj  for  such  a negotiation,  and  the 
officer  I of  the  banks  gave  the  Secretary  no  encouragement  in  reference  to  the  purchase  of  the  bonds. 

U]  on  our  return  to  the  Secretary’s  room  at  the  Fifth  Avenue  Hotel,  which  was  upon  the  first  floor  ad- 
joinin  ; the  Twenty-third  street  entrance,  we  were  met  by  Mr.  Belmont,  the  agent  of  the  Rothschilds.  He 
had  p:  eviously  called  upon  us  in  the  morning,  and  ridiculed  the  Secretary’s  proposition  to  sell  the 
bonds  U a premium  of  1^  per  cent.  After  a brief  consultation,  in  which  he  endeavored  to  reduce  the  pre- 
mium he  i)roduced  a cable  dispatch  from  the  Rothschilds  accepting  the  i>urchase  on  the  terms  i)rox)osed  for 

Lthe  ac  junt  of  the  syndicate.  Upon  the  following  day  we  returned  to  "Washington  after  an  absence  of  three  ^ 

days,  i ud  the  success  of  the  negotiation  was  announced,  much  to  the  chagrin  of  members  of  Congress  who 
were  I itterly  opposing  the  scheme  i)roposed  for  the  resumption  of  specie  payments.  This  negotiation  was 
the  fir  t of  a series  of  brilliant  financial  transactions  preceding  and  following  the  great  fact  of  resumption 
on  Jai  uary  1,  1879. 
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the  surplus  revenue  of  the  Government,  thus,  in  effect,  reducing  the  debt  of  the  Government  105  millions 
by  a prepayment  of  interest  which  must  be  paid  at  a greater  rate  each  year  until  their  maturity. 

The  benefits  of  this  plan  both  to  the  holder  and  to  the  Government  are  apparent.  The  holders  would 
receive,  in  the  shape  of  fifteen  per  cent.  i>remium  on  the  bonds,  a portion  of  their  interest  in  advance, 
which  would  be  available  for  loans  at  rates  greatly  exceeding  the  borrowing  power  of  the  Government, 
which  is  now  less  than  three  per  cent.  The  Government  would  be  enabled  by  this  \ise  of  its  surplus  to 
save  a portion  of  the  interest  which  otherwise  it  would  be  compelled  to  pay  hereafter. 

The  market  price  of  the  four  per  cent,  twenty-five  year  bonds  is  now  119.20,  which  indicates  a market 
estimate  of  a borrowing  rate  of  interest  of  2.92  per  cent,  per  annum  to  the  Government.  At  this  rate  the 
present  value  of  one  percent,  of  interest  upon  each  $100bondanuually,  for  twenty-five  years,  relinquished 
by  the  bolder,  is  $17.70.  If  the  holder  accepts  fifteen  dollars  as  an  equivalent  for  these  twenty-five 
annual  payments,  instead  of  $17.70 — a reduction  of  $2.70  from  the  market  estimate  of  the  value— the 
Government  will  practically  purchase  from  the  holder  of  the  bond  at  a four  and  one-hilf  per  cent,  rate  of 
interest,  instead  of  at  $2.92  per  cent.  In  other  words,  the  present  value  of  the  twenty-five  one  dollar 
annual  payments  relinquished  by  the  holder,  when  computed  at  the  rate  of  2.92  per  cent,  per  annum  is 
worth  $17.70;  but  computed  at  the  rate  of  four  and  one-half  per  cent,  is  worth  only  $15,  a premium 
which,  it  is  believed,  the  holders  would  be  willing  to  acc3pt;  and  if  the  Government  be  able  to  invest  its 
surplus  revenue  at  a rate  so  favorable  to  itself  as  four  and  one-half  per  cent.,  there  would  seem  to  be  good 
reason  for  Congress  to  provide  the  necessary  legislation  for  authorizing  an  arrangement  which  can  also 
be  shown  to  be  of  advantage  to  the  holders  of  the  four  per  cent,  bonds. 

This  recommendation  was  rei>eated  the  following  year. 

Bills  introduced  in  Congress. 

A bill  embodying  provisions  similar  to  those  here  suggested,  was  introduced 
in  the  Senate  on  January  14,  1884,  by  Senator  Aldrich  of  Rhode  Island,  and  sub- 
sequently, during  the  same  session,  a somewhat  similar  bill  was  introduced  in  the 
House  by  Hon.  Orlando  B.  Potter,  a distinguished  representative  from  New  York 
City,  and  earnestly  advocated  by  him  during  two  sessions  of  Congress. 

Threes  and  Three  and  a half  per  Cents. 

On  March  1st,  1881,  there  were  469  millions  of  5 per  cent,  bonds  outstanding, 
redeemable  at  the  option  of  the  Government  after  two  months,  and  202  millions  of 
6 per  cent,  bonds,  redeemable  after  July  1st,  1881.  The  signature  of  President 
Hayes  was  wisely  withheld,  for  abundant  reasons,  from  a refunding  bill  which 
authorized  the  sale  of  3 per  cent,  bonds  for  the  purpose  of  providing  the  means 
for  the  payment  of  these  maturing  bonds.  In  this  emergency  563  millions  of  these 
6 and  5 per  cents,  without  any  special  legislation  authorizing  the  measure,  were 
continued,  with  the  consent  of  the  holders,  at  31  per  cent.,  payable  at  the  option 
of  the  Government. 

It  is  one  of  the  many  interesting  and  curious  incidents  in  our  financial  history 
that  the  plan  for  extending  the  six  and  five  per  cents  into  three  and  a halfs 
should  have  originated  with  a distinguished  Democratic  banker  of  the  City  of 
Lexington,  Kentucky,  and  having  passed  through  the  hands  of  the  senior  Senator 
from  that  State  and  of  Treasury  officials  without  consideration,  should  not  long 
thereafter  have  been  adopted  by  a Republican  Administration  and  carried  into 
effect  as  one  of  its  most  brilliant  achievements. 

A portion  of  these  bonds,  amounting  to  259  millions,  were  subsequently  re- 
funded into  threes,  and  the  calling  and  payment  of  this  large  amount  of  threes 
and  three  and  a halfs,  amounting  in  all  to  579  millions,  has  furnished  an  outlet 
for  the  surplus  in  the  Treasury,  so  that  there  has  not  been  until  recently  any  urgent 
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necess  itv  for  the  passage  of  an  act  authorizing  the  refunding  of  the  present  four 
per  c€  uts  into  bonds  bearing  a less  rate  of  interest. 

The  Hewitt  Bill. 

Cirt  umstances  have  changed,  and  there  is  now  no  practical  way  for  reducing  the 
surjili  s except  by  the  purchase  of  bonds  at  a high  premium.  This  embarrassing 
situat  on  was  anticipated  by  the  Hon.  Abram  S.  Hewitt,  the  leading  representative 
from  he  City  and  State  of  New  York.  In  December  last,  just  jirevious  to  his 
resign  ition,  to  accept  the  more  responsible  position  of  Mayor  of  New  York,  he 
introd  iced  into  Congress  a bill,*  with  the  provisions  of  which  many  of  the  mem- 
bers ( f this  Convention  are  well  acquainted.  I venture  to  say  that  if  this  bill  had 
passed  Congress  during  its  last  session,  the  financial  machinery  of  the  Government 
would  have  run  smoothly  and  noiselessly  and  to  the  satisfaction  of  the  people,  and 
that  tl  ere  would  have  been  no  necessity  for  the  Secretary  of  the  Treasury  to  come 
to  the  relief  of  the  money  market  on  account  of  the  daily  withdrawal  of  about  a 
millioi  of  dollars  from  the  cliannels  of  circulation  at  a period  of  the  year  when  it 
was  in»  Jspensable  to  business.  The  first  section  of  the  bill  is  as  follows: 

Tba  out  of  any  money  in  the  Treasury  not  otherwise  appropriated,  the  Secretary  of  the 
Treasur  is  hereby  authorized  and  empowered  to  anticipate  the  payment  of  so  much  of  the 
interest  on  the  interest-bearing  bonds  of  the  United  States  as  shall  be  in  excess  of  the  rate  of 
3 per  a at.  per  annum  by  the  payment  in  gross  of  such  sums  in  each  case  as  shall  be  equal  to 
the  agg  egate  present  worth  of  such  excess  at  interest  thereon.  And  for  the  purpose  of  ascer- 
taining ;uch  present  worth,  the  interest  upon  the  amount  paid  by  the  United  States  in  antici- 
pation 0 * such  excess  of  interest  shall  be  computed  at  the  rate  of  3 per  cent,  per  annum,  re- 
invested quarterly,  so  as  to  secure  to  the  United  States  the  benefit  of  computed  interest 
thereon. 

The  second  section  i^rovides  for  stamping  the  bonds  which  are  presented  so  as 
to  show  the  i-educed  rate  of  interest;  and  authorizes  such  stamped  bonds  to  be  re- 
ceived i .s  security  for  the  issue  of  circulation  notes  to  the  National  Banks,  at  the 
par  val  le  thereof. 

PuBCHASE  op  Bonds  by  the  Secbetaby  op  the  Tbeasuby. 

A SD  :all  amount  of  these  bonds  have  recently  been  purchased  by  the  Govern- 
ment, a ad  the  action  of  the  Secretary  of  the  Treasury  in  doing  this  for  the  iiurpose 
of  relea  ing  a small  liortion  of  the  surplus  cannot  be  too  highly  commended.  But 
this  pla  1 is  open  to  serious  objections.  The  time,  the  rate  and  the  method  of  the 
purchat  3 of  these  bonds  is  subject  to  the  action  of  one  person  and  is  not  regulated 
by  law.  Thus  far  the  action  of  the  different  Secretaries  of  the  Treasury  has  not 
been  su’  >jected  to  any  severe  criticism,  but  it  is  the  almost  unanimous  opinion  of 
all  final  cial  men  that  the  power  to  interfere  with  the  money  market  and  to  in- 
crease o ■ reduce  the  amount  of  currency  in  circulation  should  not  be  left  to  the 
discretic  n of  any  one  man  but  should  be  governed  by  laws  clearly  defined.  It  was 
estimate  1 by  the  Secretary  in  his  last  report  that  the  amount  of  the  receipts  of  the 
Governi  tent  over  expenditures  would  fully  equal  one  hundred  millions,  and  there 

* See  full  text  of  “ Aldrich  ” aud  “ Hewitt  ” bills  on  last  page! 


13 


is  but  little  doubt  that  the  accumulations  of  the  surplus  for  the  next  two  years 
will  not  be  far  from  one  hundred  millions  annually  or  two  hundred  millions  in  the 

aggregate. 

Probable  inaction  of  Congress. 

It  is  true  that  Congress  is  to  assemble  in  December  next,  and  it  is  also  ad- 
mitted  by  the  members  of  both  political  parties  that  the  revenues  of  the  Govern- 
ment ought  to  be  so  reduced  that  this  excessive  accumulation  of  surplus  shall  be 
curtailed;  but  the  methods  of  reducing  the  surplus  are  diverse,  and  there  is  no 
reasonable  hope  that  even  those  Congressmen  who  are  friends  of  the  present  ad- 
ministration, and  who  compose  the  majority  of  the  House  of  Bepresentatives,  can 
agree  early  in  the  season  upon  any  measures  which  would  secure  such  reduction. 
The  most  that  can  be  expected  is  that  some  bill  may  be  matured  after  protracted 
discussion  in  the  House  and  the  Senate,  which  will  go  into  effect  and  produce  this 
result  some  time  in  the  year  1890.  But  what  is  to  be  done  in  these  next  two  years? 
The  responsibility  will  be  with  Congress;  but  is  there  any  prospect  that  the 
Fiftieth  Congress  will  promptly  authorize  the  Secretary  to  continue  to  purchase 
bonds  at  the  present  premium?  Such  a course  would  be  contrary  to  the  whole 
past  policy  of  the  party  in  power,  and  against  the  precedents  of  both  parties  dur- 
ing later  years.  Is  there  any  prospect  that  the  present  administration  will  be 
authorized  by  Congress  to  expend  large  sums  of  money  in  the  cause  of  education, 
in  internal  improvements,  in  subsidies,  in  building  up  a navy,  in  the  increase  of 
the  army,  or  in  fortifications,  or  in  the  purchase  of  large  amounts  of  ordnance 

through  the  War  Department. 

Those  who  have  for  a series  of  years  w'atched  the  action  of  Congress  during  the 
session  preceding  the  election  of  a President,  know  that  such  legislation  is  almost 
if  not  quite  hopeless.  Why,  therefore,  cannot  all  parties  unite  in  such  non-par- 
tisan action  as  will  give  prompt  relief  to  the  business  interests  of  the  country  dur- 
ing the  years  1888  and  1889,  and  in  the  meantime  endeavor  to  mature  with  de- 
liberation a bill  which  shall  permanently  reduce  the  revenue  and  go  into  effect  in 
the  following  year  ? 

Computation  by  the  Govern^ient  Actuary. 

According  to  the  computation  of  the  Government  Actuary  (copies  of  which 
have  been  distributed  among  the  members  of  the  Convention)  the  equal  and  exact 
difference  to  be  paid  by  the  Government  in  exchanging  738  millions  of  dollars  of 
fours,  so  as  to  save  the  Government  2^  per  cent,  on  its  money,  is  about  167  millions 
of  dollars  ($167,021,800).  To  those  who  have  not  examined  the  subject  the 
amount  of  this  payment  of  interest  in  advance  may  seem  excessive,  but  the  ex- 
planation is  that  this  is  a large  transaction  of  over  700  millions  of  dollars.  The 
interest  upon  $700,000,000  for  one  year  at  one  per  cent,  is  $7,000,000,  at  U per 
cent,  it  is  $10,500,000;  and  if  this  amount  be  multiplied  by  the  number  of  years, 
the  total  amount,  as  may  be  perceived  at  a glance,  would  be  $199,500,000. 
From  this  amount  the  Government  Actuary  has  deducted  the  interest  on  the 


i 
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mtere  t payable  quarterly  which  the  Government  can  save  by  the  present  use  of 
its  sui  plus.  The  computations  of  the  Government  Actuary  have  also  been  extended 
to  pa,7  ments  based  on  other  rates  of  interest;  and  cover  an  exchange  of  fours  for 

two  p )r  cent,  as  well  as  two-and-a-half  per  cent,  bonds.  The  following  are  his 
comprtations: 

Presei  t value  of  one  dollar  and  a-half  a Corresponding  difference  in  interest 

^ §738,000,000  reduced  from  4 

teilA  at  the  following  rates  of  interest  per  cent,  to  2i  per  cent  per 


per  mnum.  i annum. 

— ) 


^23.66181  §174,624,150 

22.63168  167,021,800 

I 21.66352  150,876,800 

t 19.89618  146,833,800 

^ 18.32925  135,269,850 


Presen  value  of  two  dollars  a year  for  I Corresponding  difference  in  interest 

On  quarterly  at  on  §738,000,000  reduced  from  4 

the  f )llowing  rates  ot  interest  per  an-  per  cent,  to  2 per  cent,  per 


annum. 


2 cent §31.54908  | §232,832,200 

q^  30.17557  I 222,695,700 

? ..  28.88470  213,169,100 

t 26.52824  195,778,400 

^ 24.43900  180,359,800 


I . S.  Treasury  Department,  (Signed)  E.  B.  ELLIOTT 

September  26,  1887.  Governmeni  Actuary. 

The  proposition  for  refunding  now  presented. 

The  present  proposition*  is  similar  to  that  of  Mr.  Heivitt,  except  that  it  pro- 
poses tc  refund  the  fours  into  two-and-a-halfs  instead  of  threes.  Assuming  that 
on  July  1,  1888,  when  the  fours  have  nineteen  years  to  run  to  maturity,  the  market 
price  wi  1 be  about  123  (122.63168),  the  rate  realized  by  a purchaser  whether  it  be 

* There  .re  reasons  for  believing  that  even  a two  percent,  bond  would  be  acceiU^d  in  exchange  for  fours  by 
holders  of  1 he  latter,  provided  a proportionately  higher  cash  payment  were  made  to  them,  and  that  there  would 
also  be  son  e advantage  to  the  Government  in  offering  a two  instead  of  a two-and-a-half  per  cent,  bonr  If 

Lr  two-and-a-half 

per  cent.b,  nd  and  a $100  four  per  cent,  bond  each  having  on  that  date  nineteen  years  to  run,  then  $30  17657 

would  be  tm  difference  in  value  between  a $100  two  percent,  bond  and  a $1.»  four  per  cent  bonS  each 

be  worth  $.  2.245.611.  The  advantage  of  a bond  belowpar  to  the  long  bond  holder,  would  be  the  certainty  of 

The  two  per  cents,  would  be  equally  good  for  circulaUon  at 
DO  per  tent,  of  their  par  value,  and  m case  of  failure  the  Government  could  cancel  them  at  a profit,  and 
redeena  the  nrculating  notes.  As  far  as  the  Government  is  concerned  the  bonds  being  usually  below  par 
could  be  pu  -chased  by  it  under  most  conditions  of  the  money  market,  as  readily  as  an  optional  bond  coL 
be  redeeme  1 and  at  even  a greater  profit.  In  fact  two  per  cent,  bonds  would  combine  the  advantages  both 
an  option  ,1  bond  and  ot  a bond  with  a fixed  date  of  maturity.  Being  always  obtainable  in  the  market  at 

nol  Z f a objection  to  extending  the  date  of  their  maturity,  provided  the  time  was 

not  BO  extei  ded  as  to  bring  their  value  above  par. 
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the  Government  or  an  individual  will  then  be  per  cent.  I mean  by  that,  that  if- 
any  one  invests  funds  in  fours  at  about  123  (122.6316)  on  July  1,  1888,  to  hold  to. 
maturity,  the  amount  the  investment  will  actually  pay  will  be  2^  per  cent,  only, 
because  he  will  lose  the  premium  paid.  In  other  words,  the  difference  between  the 
actual  rate  of  2j  per  cent,  and  the  nominal  rate  of  4 per  cent,  viz.,  Ij  per  cent,  is 
required  to  make  good  the  loss  of  about  $23  (22.6316)  premium.  Assuming  the 
fours  to  be  worth  about  123  (122.631.66)  on  July  1,  1888,  2js  maturing  on  the  same 
date  as  the  fours,  would  on  July  1,  1888,  be  w orth  j^ar,  and  a holder  of  $100,000 
in  fours,  should  receive  as  the  equivalent  of  his  bonds,  $100,000  in  the  new  2 Js 
w orth  x>arand  about  $23  ($22,631.66)  in  cash.  Such  a cash  payment  would  enable  the 
Government  to  save  21  per  cent,  for  nineteen  years  upon  the  money  disbursed  in 
making  the  exchange.  If  the  bondholder  who  accepts  the  exchange  invests  the 
cash  payment  at  21  per  cent,  he  neither  gains  nor  loses  unless  it  be  considered  an 
advantage,  to  have  a larger  amount  of  his  investment  in  principal  and  a less 
amount  in  interest.  The  exchange  will  how^ever  be  of  advantage  to  holders  of  fours 
for  other  reasons 

Who  hold  the  four  per  cents. 

The  bondholders  are  divided  into  three  classes: 

FirsL — The  National  Banks  Avhich  hold  about  125  millions. 

I Second, — The  trust  comi^auies,  insurance  companies,  savings  banks  and  private 

individuals. 

. Third, — The  holders  of  bonds  as  trust  funds. 

The  banks  can  readily  invest  the  $22.63  they  would  receive  with  each  $100  of 
the  new'  two-and-a-halfs  at  a rate  of  interest  from  five  to  six  per  cent.  They  are 
forced  by  law  to  hold  a certain  lu'oporfcion  ot  Government  bonds  whether  they  de- 
sire circulation  or  not,  and  nearly  all  of  their  bonds  are  held  in  the  Treasury  at 
Washington  either  as  security  for  circulation  or  for  Government  deposits. 

Insurance  comj^anies  and  other  corj)orations  are  required  to  deposit  United 
States  bonds  w ith  the  State  authorities,  and  the  new'  two-and-a-halfs  would  answer 
this  requirement  as  w'ell  as  fours.  These  companies  are  in  a position  to  use  the 
cash  payments  received  from  the  Government  at  rates  from  four  to  six  per  cent. 
The  same  may  be  said  of  trust  companies  which  hold  Governments  for  a reserve, 
and  because  they  are  not  subject  to  taxation.  As  a reserve  the  new  2is  will 
answer  the  same  purpose  as  the  fours,  and  like  them  will  be  exempt  from  taxation. 
Savings  banks  cannot  usually  loan  money  at  as  high  rates,  but  even  the  investment 
of  the  cash  payment  at  four  per  cent,  w'ould  effect  a handsome  saving. 

It  is  not  usual  to  specify  the  kind  of  United  States  bonds  into  which  trust 
funds  shall  be  invested.  The  requirement  is  usually  that  such  funds  shall  be 
invested  in  Governments.  The  amounts  that  are  specifically  invested  in  fours 
is  small.  All  other  Governments  held  as  trust  funds  would  be  almost  certain  to 
i be  placed  in  the  new  two-and-a-halfs.  It  may  be  said  generally  that  the  low-rate 

bonds  payable  at  the  same  date  as  the  fours,  would  answer  all  these  purposes 
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as  the  fours,  while  the  cash  received  in  payment  for  the  interest  surrend- 
uld,  by  all  of  the  corporations  mentioned,  be  invested  in  a manner  to  increase 
iveral  incomes.  There  is  then  no  reason  why  the  exchange  should  not  take 
E it  is  for  the  advantage  of  the  holder.  I know  of  no  savings  bank  that  does 
r at  least  three  per  cent. , and  all  of  the  larger  holders  of  the  bonds  can 
ly  readily  realize  from  three  to  six  per  cent,  upon  their  cash  receipts 
le  Government.  The  bill  of  Mr.  Hewitt  provides  that  low-rate  bonds  shall 
iived  as  a basis  for  banking  at  the  same  rate  as  the  fours  are  now  received, 
ould  immediately  create  a demand  for  the  bonds  for  banking  purposes,  for 
ill  then  be  a profit  upon  circulation  upon  the  two-and-a-halfs,  while  upon 
rs  there  is  very  little,  if  any. 

Suggestions  fob  increasing  the  value  of  the  Two  and  a halfs. 

value  of  the  proposed  two-and-half  per  cent,  bonds  could  be  further  enhanced, 
ty  permitting  National  Bank  circulation  to  be  issued  upon  them  to  their  par 
Second,  by  extending  the  time  of  the  maturity  of  the  W'hole  or  a portion  of 
Third,  by  making  the  earliest  numbers  taken  by  those  who  first  accepted 
lange  payable  last,  as  was  done  with  the  three-and-a-halfs  and  subse^juently 
3 threes  and  fours,  and  lastly,  by  the  repeal  of  the  tax  on  circulation.  The 
method,  that  of  extending  the  time  of  payment,  is  feasible,  for  it  will  not  be 
! to  pay  the  whole  amount  of  the  fours,  which  mature  on  July  1st,  1907,  on 
?;and  to  grant  a longer  timefor  payment  of  a portion  of  the  two-and-a-halfs 
only  be  authorizing  now  for  the  benefit  of  the  Government  what  must 
ily  take  place  at  the  maturity  of  the  bonds. 

er  of  the  two  bills  which  were  pending  at  the  close  of  the  last  session  of 
iS  can  be  so  amended,  that  the  date  of  the  payment  of  the  new  tw'o-and-a-halfs 
med,  may  be  postponed  at  the  same  rate  of  interest,  beyond  the  maturity  of 
s,  and  made  payable  in  instalments  of  100  millions,  or  less,  annually  during 
ir  succeeding  July  1,  1907,  until  the  whole  amount  is  paid  as  follows:* 


Bate  of  Interest. 


Maturity  of  Bonds.  Amount, 


2i  per  ( ent 
2l  per  ( ent- 
2\  i>er  c ent, 
2l  per  c 3nt. 
snt, 

2l  per  c 3Ut. 
2I  per  C3u{. 
2i  per  cjnt. 


July  1,  1907. 
July  1,  1908. 
July  1,  1909. 
July  1,  1910. 
July  1,  1911. 
July  1,  1912. 
July  1,  1913. 
July  1,  1914. 


$100,000,000 

100,000,000 

100,000,000 

100,000,000 

100,000,000 

100,000,000 

100,000,000 

30,000,000 

$730,000,000 


* Tlier  j is  a precedent  for  making  bonds  under  the  same  law  payable  at  different  dates  in  the  bonds 
issued  by  \ le  Government  to  Pacific  Railways,  which  mature  at  seven  different  dates,  commencing  January 
16,  1895,  ai  d ending  January  1,  1899. 


Or,  if  the  annual  j^ayments  were  fixed  at  80  millions,  then  the  final  x^ayment 
of  37  millions  would  be  in  the  year  1917,  ten  years  after  the  maturity  of  the  2>rosent 
bonds. 

Advantage  to  the  Bondholders. 

The  inducements  to  the  bondholders  to  make  the  exchange  may  be  summed  up 
as  follows : 

1st.  The  advantage  the  ne^v  bonds  would  offer  as  a basis  for  National  Bank 
circulation,  this  advantage  being  still  greater  if  circulation  is  issued  to  the  par 
value  of  the  bonds,  and  greater  still  if  the  law  taxing  circulation  be  repealed. 
Under  these  circumstances  the  2js  would  command  a premium.  2d.  The  cash 
2>ayment  can  be  invested  either  in  the  2j  2^^^'  cent,  bonds,  or  in  ways  to  secure  a 
higher  rate  of  interest.  Thus  the  whole  cash  29ayment  of  interest  for  nineteen 
years  can  be  invested  at  once,  instead  of  investing  and  reinvesting  the  quarterly 
interest  U290n  the  fours  as  at  23resent.  But  the  strongest  ]3oint  is  that  most  bond- 
holders will  have  no  difficulty  in  investing  the  cash  payment  at  higher  rates  of 
interest  than  2^  per  cent.  Savings  Banks  i^ay  not  less  than  3 per  cent.,  and  it  will 
be  easv  for  most  holders  to  obtain  from  4 to  6 per  cent.  This  will  be  greatly 
appreciated  by  bondholders  who  are  now  unable  to  use  the  premium  locked  up  in 
fours.  If  the  time  of  the  payment  of  some  of  the  new  bonds  is  extended  beyond 
1907,  there  will  be  an  additional  inducement  to  make  the  exchange.  Those  seek- 
ing the  longest  investments  would  compete  for  the  long  bonds,  and  ould  be  eager 
to  obtain  the  bonds  bearing  the  lowest  numbers,  which  will  bring  a higher  premium 
in  the  market  than  the  bonds  of  the  latest  issue,  as  you  will  remember  was  the  case 
a few  months  ago  with  the  threes. 

If  the  rate  of  interest  upon  the  interest  is  reduced  to  the  borrowing  power  of 
the  Government,  the  advantage  of  the  bondholder  would  be  increased.  If  re- 
duced to  two  per  cent.,  the  cash  payment  to  the  bondholder  would  be  §23.66  on 

each  $100  bond. 

Advantage  to  the  Go\t:rnment. 

So  much  for  the  advantage  to  be  derived  by  the  bondholder  from  this  proposi- 
tion; but  it  is  equally  important  to  consider  the  advantage  which  the  Government 
wdll  derive  from  it.  The  accumulation  of  surplus  in  the  Treasuiy  has  recently 
caused  serious  inconvenience  in  New  York,  and  will  continue  to  cause  embarrass- 
ment in  all  parts  of  the  country.  When  there  were  three  per  cent,  bonds  outstand- 
ing wdiich  the  Government  could  call  and  for  this  use  of  the  sur2fius,  it  saved 

the  three  per  cent. 

If  the  fours  could  be  called  and  paid  at  will,  the  operation  would  gain  the  Govern- 
ment four  per  cent.  But  as  this  cannot  be  done,  in  order  to  use  the  sur23lus  at  all 
the  Government  must  be  content  with  a less  rate.  By  the  exchange  of  two-and-a- 
halfs  for  fours  it  may  make  two  and  a half,  and  25erhaps  three  per  cent,  on  all  the 
suriffus  it  pays  out  in  meeting  such  exchange.  The  Treasury  is  somewhat  in  the 
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conditi  >n  of  a merchant  who  has  a note  which  does  not  mature  until  a certain  date, 
but  be:  ore  that  date  has  the  money  with  which  to  pay  it  in  whole  or  in  part. 
Insteat  of  seeking  to  buy  the  principal  of  the  indebtedness,  the  Govem- 
ment,  >y  the  proj^osed  loan,  seeks  to  purchase  a portion  of  the  future  inter- 
est. I says  to  the  bondholder  you  hold  my  note  payable  nineteen  years  hence 
bearin''  four  per  cent,  interest.  If  you  will  surrender  1^  per  cent,  of  the  interest 
and  ac*  ept  per  cent,  on  the  note  instead  of  four  per  cent.  I Avill  pay  you  the 
l^reseni  value  of  the  difference  in  cash.  This  I can  afford  to  do  receiving  the  low' 
rate  of  or  3 per  cent,  interest,  because  I can  use  my  money  in  no  other  way, 
and  yo  i can  afford  to  accept  the  proposition,  because  you  can  use  the  money  I pay 
you  at  he  higher  rates  of  four,  live  and  six  per  cent.  On  account  of  the  peculiar 
situatio  a in  w'hich  the  Government  finds  itself,  a transaction  under  this  proposi- 
tion wo  lid  be  one  of  those  rare  instances,  when  the  exchange  would  be  profitable 
to  botl:  parties. 

Conclusion. 

It  M as  my  privilege  to  be  associated  in  official  life  from  the  commencement  of 
the  wai  until  near  the  date  of  the  inauguration  of  the  present  administration 
with  Ti  3asury  officials;  and  during  that  time  there  were  ten  Secretaries  of  the 
Treasur  y,  Xext  to  the  conduct  of  the  Avar,  the  most  important  Avork  of  the  GoA'ern- 
ment  AVi  s the  management  of  its  finances,  and  particularly  tlie  funding  and  refund- 
ing of  t le  public  debt.  Nothing  in  connection  with  the  iniblic  service  will  be  so 
long  an  I so  proudly  remembered  by  the  American  people,  as  the  rapid  growth 
in  the  public  credit.  In  1861,  large  amounts  of  money  were  borrow'ed  at  7.30  per 
cent.,  and  not  long  thereafter  these  certificates  were  funded  into  the  Gs  of  1881. 
Other  leans  Avere  made  at  6 and  5 per  cent.,  and  subsequently  the  6 and  5 per 
cents,  w ere  refunded  into  and  4s;  and  more  recently  extended  into  and  3s. 

This  administration  has  it  in  its  i^ower  not  only  to  exceed  the  work  of  preA'ious 
adminis  rations  by  refunding  the  only  loan  w'hich  will  be  outstanding  after  the 
year  18£  1 at  2J  per  cent. ; but  in  so  doing  to  place  at  par  a large  loan  at  a low^er 
rate  of  i iterest  than  that  of  any  government  in  existence.  It  can  do  this  not  only 
w'ith  a c ear  profit  to  itself,  but  in  the  doing  of  it,  confer  a lasting  benefit  upon  every 
industry  and  business  interest. 

“Tin  scheme  can  easily  be  put  into  execution,  if  Congress  w'ould  pass  a statute 
to  authc  rize  it.  It  2^roceeds  on  the  assumi)tion  that  what  the  country  needs  is  some- 
thing tc  reduce  the  siuqdus  temi^orarily,  .say  for  about  three  years,  while  Congi*esa 
is  delibe  -ating  and  i^erfecting  the  details  of  a jDlan  for  permanent  reduction.  Tliia 
of  itself  would  be  a gi’eat  relief  to  the  country.  All  through  the  past  year,  and  in 
fact  for  everal  years  past,  Congress  has  felt  that  there  was  a necessity  of  some 
legislatirn  to  reduce  the  re\'enue  of  the  GoA'ernment,  but  although  the  pressure 
was  stro  ig,  it  seemed  impossible  for  the  members  to  agree.  Iheplan  is  exceedingly 
simj^le  and  apparently  need  not  create  any  strong  animosity  against  it.  It  treads 
on  the  t >es  of  no  man  w ho  cherishes  a j^articular  theory  of  the  tariff.  It  interferes. 


I 


19 


with  neither  free-trader  or  iDrotectionist.  It  appeals  rather  to  the  common  sense  of 
both  of  these  parties,  and  can  be  adopted  without  partisanship  by  Republicans  and 
Democrats  alike.”* 

If  the  1) resent  administration  fails  to  appreciate  this  oj^i^ortunity,  the  extension 
of  the  2^ayment  of  the  fours  before  maturity  into  a fund  bearing  a less  rate  of 
interest,  Avill  remain  not  only  an  important,  but  also  a necessary  measure,  to  be 
carried  into  execution  by  some  future  administration. 


Note.— Bills  2>ending  in  Congress  at  the  close  of  the  last  session. 

The  Aldhich  Bill. 

Introduced  by  Mr.  Aldrich  on  January  14,  1884,  and  subsequently  amended. 

Be  it  enacted  hy  the  Senate  and  Hoitf^e  of  Representath'es  of  the  United  States  of 
Amei'ica  in  Congress  assembled^  That  the  Secretary  of  the  Treasury  is  hereby 
authorized  to  receh'e  at  the  Treasury  from  time  to  time,  subject  to  such  regulations 
as  he  may  2>reseribe,  any  bonds  of  the  United  States  bearing  four  or  four  and  one- 
half  23ercentum  interest,  and  to  issue  in  exchange  therefor  an  equal  amount  in  bonds 
of  the  United  States  (cou2)on  or  registered),  of  such  form  and  denomination  as  he 
may  2^rescribe,  bearing  interest  at  the  rate  of  tAvo  and  one-half  \)ev  centum  23er  an- 
num, 2^ayable  quarterly.  Such  bonds  shall  be  exem2it  from  taxation  by  or  under 
State  or  municipal  authority,  and  shall  become  2>ayable  at  the  same  dates  at  Avhich 
the  four  or  four  and  one-half  per  centum  bonds  for  which  they  are  exchanged  are 
2iayable,  namely,  on  the  first  day  of  July,  nineteen  hundred  and  seven,  for  bonds 
exchanged  for  four  pev  centum  bonds,  and  the  first  day  of  Se23tember,  eighteen 
hundred  and  ninety-one,  for  bonds  exchanged  for  four  and  one-half  per  centum 
bonds:  Provided,  That  the  tw^o  and  one-half  per  centum  bonds  herein  authorized, 
issued  in  exchange  for  four  2^er  centum  bonds,  shall  not  be  called  in  and  2>aid  so 
long  as  any  bonds  of  the  United  States  heretofore  issued  bearing  a higher  rate  of 
interest  shall  be  outstanding  and  uncalled;  and  the  last  of  such  bonds  originally 
issued  under  this  Act,  or  the  substitutes  issued  therefor,  shall  be  first  called  in, 
and  this  order  of  payment  shall  be  follow'ed  until  all  of  such  bonds  shall  have  been 
called  in  or  2^aid. 

Sec.  2.  That  in  consideration  of  the  reduction  of  interest  effected,  the  Secretary 
of  the  Treasury  is  hereby  authorized  to  2>ay,  out  of  any  money  in  the  Treasury  not 
otherAvise  ap2>ropriated,  to  the  holders  of  United  States  four  or  four  and  one-half 
2>er  centum  bonds  exchanged  for  the  two  and  one  half  2)cr  centum  bonds  authorized 
l)y  the  2^1’ef‘eding  section,  a sum  equal  in  each  case  to  the  aggregate  lyreHeni 
Avorth  at  the  time  of  exchange  of  the  2iortiou  of  the  several  quarter-yearly  })ayments 
of  interest  from  Avhich  the  United  States  is  released  by  sucli  exchange."  Provided, 
That  in  asceriaining  such  present  w'orih  interest  shall  be  com2nited  at  not  less  than 
three  2>er  centum  2>er  annum,  reinvested  quarter-yearly;  and  the  four  and  four  and 
one-half  per  centum  bonds  receiA'ed  in  exchange  shall  cease  to  be  evidence  of  indebt- 
edness against  the  United  States,  and  shall  be  canceled  and  destroyed;  Provided 
further.  That  the  2>ayments  authorized  by  this  section  may  be  credited  to  and  form 
a 2>ari  of  the  Sinking  Fund  of  the  United  States  2u-OAided  by  existing  law. 

Sec.  3.  That  Avhen  any  National  Ba  iking  Association  shall  de2iosit  Avith  the 
Treasurer  of  the  United  States,  in  the  manner  })i’OAided  by  laAv,  the  tw  o and  one- 
half  per  centum  bonds  authorized  by  this  Act,  or  any  bonds  of  the  United  States 
bearing  a higher  rate  of  interest,  as  security  for  its  circulating  notes,  the  associa- 
tion making  such  de2)0sit  shall  be  entitled  to  receiv'e  circulating  notes,  in  manner, 
form  and  denominations  authoiized  by  law',  not  exceeding  in  amount  the  25ar  A'alue 
of  the  bonds  so  de2iosited;  and  at  no  time  shall  the  total  amount  of  notes  issued  to 
any  such  banking  association  exceed  the  amount  at  the  time  actually  2^aid  in  of  its 
ca2iital  stock. 

* XJtica  Morning  Herald. 


g EC.  4.  That  all  laws  and  parts  of  laws  inconsistent  with  the  provisions  of  this 
Act  ire  hereby  repealed. 

The  Hewitt  Biel. 

Introduced  in  Congress  December  13, 1886. 
i .ECTION  1 That  out  of  any  money  in  the  Treasury  not  otherwise  appropriated, 

the  Secretarv  of  the  Treasiiry^is  hereby  authorized  and  empowered  to  | 

imv  nent  of  so  much  of  the  interest  on  the  interest-bearing  bonds  of  the  United 
Stal  es  as  shall  be  in  excess  of  the  rate  of  3 per  cent,  per  annum  by  the  payment  m 
So  Tol  such  sums  in  each  case  as  shall  be  equal  to  the  aggregate  present  "'orth  of 
fnc  l excess  aSerest  thereon.  And  for  the  purpose  of  ascertaining  such  present 
woi rh  the  interest  upon  the  amount  paid  by  the  United  States  in  anticipation  of 
sue  fexcess  of  interest  shall  be  computed  at  the  rate  of  3 per  cent,  per  annum  re- 
inv  (sted  quarterly,  so  as  to  secure  to  the  United  States  the  benefit  of  computed  in- 

2°  That  when  such  payment  of  interest  in  anticipation  of  the  maturity 
the  -eof  shall  have  been  accepted  liy  any  holder  of  the  bonded  indebtedness  of  the 
Un  ted  States  the  bonds  shall  be  distinctly  stamped  and  properly  indorsed 
ma  iner  as  the  Secretary  of  the  Treasury  may  prescribe,  so  as  to  show  the  reduced 
rat.  1 of  interest  thereafter  to  be  paid  thereon,  and  the  coupons,  if  any,  shall  be  cut 
off  ind  canceled  and  for  the  coupons  so  canceled  shall  be  substituted  new  coiipo  s 
be*  rinVthe  ScTrate  of  interest,  and  the  bonds  so  stamped  shall  be  receivable 
by  the^Comptroller  of  the  Currency  as  security  for  the  issue  of  the 
of  iny  National  Banking  Association  to  the  full  extent  of  the  par  value  of 
of  90 1)61*  c6nt-.  j HOW  rGCjuirod  oy  x j 

Sectioi^  3.  That  it  shall  be  lawful  for  the  Secretary  of  the  ^ 

fro  n time  to  time  with  anv  National  Banking  Association  any  portion  of  the 
i^^  lie  Treasury  not  otherwise  appropriated  upon  the  secunty  of  an  eciual 
ot  ihe  3el  or  other  indebtVdnese  of  the  United  States;  I’^'^cyhejhrte 
am  ount  of  special  deposits  thus  made  shall  not  at  any  time  exceed  i:>100,000,000,  ancl 
S sS  deposits  shall  be  subjec  t to  call  upon  such  notice  as  the  Secretary  of  the 
Tr  iasury  may  see  lit  to  prescribe. 
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